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Highlights 


The  purpose  of  this  report  is  to  provide 
information  about  the  Production  Credit  As- 
sociation Cooperative-Patron  Credit  Plan. 
This  report  will  be  of  interest  to  anyone  wish- 
ing additional  information  on  the  organization, 
operation,  and  use  of  this  relatively  new  type 
of  credit  program.  It  will  be  of  especial 
interest  to  cooperatives  which  have  not  had 
an  opportunity  to  study  the  plan  in  relation  to 
their  operations  and  needs.  Although  the  pro- 
gram has  been  used  by  some  cooperatives 
for  about  8  years  and  by  others  for  shorter 
periods,  many  have  not  yet  tried  it. 

The  PCA  plan  is  a  method  of  assisting 
cooperatives  and  their  members  to  adjust  to 
changing  economic  conditions.  It  provides  the 
farmer  with  over-the-counter  credit  when  he 
buys  his  production  supplies,  and  it  enables 
the  cooperative  to  provide  an  additional  credit 
service  for  members  without  adding  to  its 
own  accounts-receivable  burden.  Further- 
more, the  PCA  plan  assists  the  cooperative 
in  establishing  a  rational  credit  policy  with  a 
net  effect  of  shifting  the  credit  costs  from 
the  total  membership  to  those  who  are  using 
the  credit.  From  the  point  of  view  of  the 
Production  Credit  Associations,  the  plan  is 
important  because  it  permits  extension  of 
services  to  farmers  they  had  not  previously 
been  able  to  reach. 

In  some  respects  the  PCA  plan  is  transi- 
tional in  nature.  It  is  expected  that  many 
farmers  who  have  used  the  plan  a  year  or 
two  will  shift  to  obtaining  credit  directly 
from  PCA  as  members.  Both  the  cooperatives 
and  the  PCA's  encourage  this. 

The  basis  for  the  program  is  a  written 
contract  or  agreement  between  the  local  PCA 


and  the  local  cooperative.  The  contract  spec- 
ifies methods  for  making  and  collecting  loans, 
qualification  for  PCA  membership,  loan  limits, 
and  the  extent  of  the  cooperative's  responsi- 
bility for  the  loan,  and  delineates  other  areas 
of  responsibilities  requiring  definition. 

The  PCA  plan  provides  for  two  types  of 
loans:  (1)  small  loans,  or  those  under  a  spec- 
ified limit;  and  (2)  large  loans  that  exceed 
that  limit. 

The  large-loan  program  is  not  handled  in  a 
uniform  manner.  The  major  characteristic 
of  the  program  is  that  the  loan  application  is 
reviewed  on  an  individual  basis  by  the  local 
PCA.  In  some  areas  the  local  cooperative 
simply  refers  the  patron  to  the  PCA.  In  other 
areas  the  local  cooperative  accepts  the  loan 
application  and  forwards  it  to  the  PCA.  The 
PCA  in  turn  may  (1)  accept  the  loan,  (2)  accept 
the  loan  with  the  cooperative's  guarantee,  or 
(3)  reject  the  loan.  In  general,  under  the  large - 
loan  program  the  cooperative  acts  in  most 
cases  as  the  intermediary  between  the  patron 
and  the  PCA. 

For  most  small  loans,  on-the-spot  credit 
can  be  assured  the  patron  without  waiting  for 
prior  review  by  the  PCA.  The  limits  set  for 
individual  small  loans  are  established  in  the 
cooperative  contract  and  may  vary  from  one 
cooperative  to  another.  Originally  the  limits 
were  established  at  $300  or  $500.  More  re- 
cently some  small-loan  limits  have  been  set 
at  $1,500,  and  even  $2,000  in afew cases.  Each 
cooperative  also  has  a  total-loan  limit  for 
the  program — ranging  from  $2,000  to 
$300,000 — depending  upon  size  of  the  coopera- 
tive, financial  condition,  and  patron  needs. 


IV 


Within  these  loan  limits,  the  small-loan 
program  can  be  established  under  three  gen- 
eral types  of  plans.  One  plan  provides  that 
the  local  cooperative  will  guarantee  the  collec- 
tion of  the  loan.  In  the  second  type,  the  coopera- 
tive establishes  a  cash  reserve  that  can  be 
used  to  repay  any  loan  losses.  This,  of  course, 
limits  the  amount  of  potential  PC  A  losses.  The 
third  type  of  program  does  not  provide  for  any 
guarantee  or  reserve.  The  cooperative  merely 
accepts  the  application,  and  forwards  it  to 
the  PCA.  The  PCA  either  accepts  or  rejects 
the  loan  on  the  individual  merits  of  the  applica- 
tion. 

In  all  three  types  of  loans  the  cooperative 
provides  the  qualifying  PCA  membership  stock 
for  the  patron.  Usually  this  is  5  percent  of 
the  outstanding  loan. 

The  usual  practice  is  for  the  PCA  to  make 
collections  on  the  loans.  However,  in  a  few 
instances  the  contract  provides  that  the  re- 
payments be  made  at  the  cooperative's  office. 
Collection  of  loans  has  not  been  a  serious 
problem.  In  a  few  instances  the  PCA  has 
turned  loans  back  to  the  cooperative  for  col- 
lection, but  these  instances  have  not  been  as 
numerous  as  might  be  expected  under  a  pro- 
gram of  this  kind.  Experience  indicates  that 
many  farmers  repay  loans  from  the  PCA 
more  promptly  than  they  pay  open  accounts 
at  the  cooperative  office. 

Some  advantages  of  the  program,  as  reported 
by  those  using  it,  are: 

1.  Qualified  patrons  can  obtain  credit  on 
an  over-the-counter  basis. 

2.  The  PCA  plan  provides  the  cooperative 
with  an  effective  method  for  developing  and 
enforcing  a  rational  credit  program. 

3.  Cooperatives  can  use  the  PCA  plan  to 
develop  additional  sales,  while  at  the  same 
time  controlling  accounts  receivable. 

4.  PCA's  have  an  opportunity  to  encourage 
farmer  participation  in  their  credit  program. 

Operation  of  the  plan  presents  some  prob- 
lems. A  minor  but  sometimes  difficult  problem 
is   determining   which  PCA  should  serve  the 


cooperative.  Since  the  membership  area  may 
be  different  for  the  cooperative  than  for  the 
PCA,  an  agreement  must  be  reached. 

Some  cooperatives  reported  that  their  em- 
ployees could  not  adequately  handle  the  addi- 
tional workload  required  to  explain  the  pro- 
gram to  patrons  and  to  complete  the  loan 
application  forms. 

Also,  there  is  a  problem  of  the  cooperative's 
responsibility  regarding  small-loan  repayment 
under  the  PCA  plan.  The  guarantee  type  of 
plan  places  full  responsibility  for  the  defaulted 
loan  on  the  cooperative.  The  reserve  plan 
limits  the  cooperative's  responsibility  to  the 
amount  of  the  reserve.  In  the  third  plan,  the 
cooperative  has  no  responsibility  for  the  loan. 

In  general,  cooperatives  using  the  PCA  plan 
believe  that  it  enables  them  to  provide  better 
service  to  patrons.  However,  one  disappoint- 
ment is  that  many  cooperatives  have  continued 
to  have  an  accounts-receivable  problem.  Per- 
haps the  PCA  plan  can  best  be  viewed  as  a 
means  for  educating  patrons  in  the  use  of  a 
line  of  credit  from  one  source.  One  objective 
for  both  the  cooperative  and  the  PCA  is  to 
assist  patrons  in  establishing  a  line  of  credit. 
From  this  point  of  view,  the  PCA  plan  can  be 
considered  as  a  transitional  or  temporary 
program,  where  the  ultimate  objective  is  for 
the  patron  to  use  established  credit  from  a 
specialized  credit  agency  such  as  the  PCA.  By 
so  doing,  the  patron  can  take  advantage  of 
certain  cash  discounts  and  can  purchase  ac- 
cording to  rational  buying  decisions. 

The  PCA  plan  demands  that  there  be  close 
coordination  between  the  PCA  and  the  coopera- 
tive in  every  phase  of  the  operation.  The  need 
is  evident  for  coordination  in  writing  the  initial 
contract,  in  publicizing  and  explaining  the  pro- 
gram, in  granting  loans,  in  documenting  sales 
to  be  applied  against  the  loan  commitment,  and 
during  the  repayment  process.  The  successful 
use  of  the  PCA  plan  depends  upon  a  high  degree 
of  coordination  with  adequate  communication 
in  all  phases. 


The  PCA  Cooperative-Patron 

Credit  Plan 


By 

French  M.  Hyre, 

Farmer  Cooperative  Service1 

Traditionally,  farm  supply  cooperatives  have 
emphasized  sales  on  a  cash  basis.  Over  the 
years  the  credit  needs  of  farmer-members 
have  changed  to  the  point  where  a  "strictly 
cash"  policy  does  not  fully  meet  them,  and  the 
necessity  to  provide,  or  arrange  for,  credit  in 
some  form  is  increasing. 

As  farms  have  become  larger  and  more 
commercialized  the  need  for  credit  has  in- 
creased with  the  increasing  need  for  production 
supplies  of  many  kinds.  Farmers  now  use 
greater  quantities  of  high-analysis  fertilizer 
to  improve  crop  yields;  more  mixed  feeds  are 
purchased  for  livestock  production;  tractors, 
trucks,  and  other  mobile  equipment — now  com- 
monplace on  farms — require  the  purchase  of 
large  quantities  of  petroleum  products;  and 
insecticides  and  fungicides  are  widely  used  and 
add  to  the  supplies  farmers  must  buy. 

Many  commercial  farmers  are  no  longer 
able  to  operate  on  a  cash-only  basis.  Credit 
financing  has  become  a  part  of  their  seasonal 
farm  planning — just  as  in  other  businesses. 
Farmers  use  credit  to  help  finance  growing 
and  harvesting  operations,  with  the  expectation 
that  they  can  liquidate  their  debts  when  prod- 
ucts are  sold. 


1  This  report  is  based  upon  information  obtained  in  a 
study  conducted  jointly  by  the  Farmer  Cooperative  Serv- 
ice and  the  Research  and  Information  Division,  Farm 
Credit  Administration,  in  1961  and  1962.  A  preliminary 
report  was  prepared  for  the  use  of  FCA  in  1963.  The 
author  wishes  to  acknowledge  the  cooperation  and  assist- 
ance of  Martin  P.  Planting,  FCA,  and  Theodore  J. 
Eichers,  FCS-Farm  Supplies  Branch,  who  helped  to  plan 
and  conduct  the  study  and  to  prepare  the  1963  report. 


Even  though  credit  is  available  to  most 
farmers  through  production  credit  associa- 
tions, local  banks,  and  other  lending  institu- 
tions, this  has  not  eliminated  demand  for  store 
credit.  Open-account  credit  on  the  books  of 
cooperatives  and  other  sellers  of  farm  supplies 
has  risen  in  recent  years.  Controlling  the 
amount  of  credit  extended  through  open  ac- 
counts has  become  one  of  the  most  difficult 
problems  faced  by  farm  supply  cooperatives. 

In  many  farm  supply  cooperatives,  credit 
sales  now  account  for  more  than  half  of  the  total 
business.  In  some,  credit  sales  are  as  high  as 
75  to  80  percent.  Most  accounts  are  paid  within 
30  days,  but  some  run  for  longer  periods. 
Petroleum  sales  and  off-season  fertilizer  sales 
frequently  are  carried  on  open  accounts  for 
several  weeks  or  months.  This  is  an  industry 
practice.  The  expanded  needs  of  livestock  and 
poultry  producers,  together  with  increased 
competition  from  other  feed  handlers,  have 
made  it  difficult  for  many  cooperatives  to  de- 
crease their  credit  sales. 

A  tradition  of  cash-only  sales  combined  with 
the  gradually  increasing  need  for  credit  have 
made  cooperatives  reluctant  to  face  the  credit 
problem.  For  example,  many  cooperatives  use 
the  term  "accommodation  credit"  to  describe 
their  credit  policy.  Initially  such  credit  was 
meant  for  30  days  or  less,  but  gradually  the 
period  has  been  extended.  Sales  of  petroleum 
products,  fertilizer,  and  seed  obviously  have 
had  seasonal  patterns. 

The  continuing  and  growing  need  for  credit, 
and  the  consequent  impact  on  the  cooperatives' 
financial  structure  (particularly  with  regard  to 
working  capital),  and  the  differences  among 
patrons    in   their   use    of  credit  indicate  that 


cooperatives  need  to  review  their  credit  poli- 
cies. 

The  Farm  Credit  Administration,  in  recog- 
nition of  the  growing  need  to  provide  credit 
for  the  purchase  of  farm  supplies  and  of  the 
possible  impact  of  this  need  on  the  financial 
structure  of  individual  cooperatives,  began 
developing  approaches  to  the  credit  problem. 
The  Production  Credit  Association  (PCA)  Co- 
operative-Patron Credit  Plan  was  developed 
as  one  approach. 

The  purpose  of  this  report  is  to  provide  in- 
formation about  the  PCA  Cooperative-Patron 
Credit  Plan.  It  will  be  of  interest  to  anyone 
wishing  additional  information  on  the  organiza- 
tion, operation,  and  use  of  this  relatively  new 
type  of  credit  program.  It  will  be  of  especial 
interest  to  cooperatives  which  have  not  studied 
the  PCA  plan  in  relation  to  their  operations  and 
needs. 

The  PCA  plan  can  be  considered  as  a  part  of 
a  broad  program  to  assist  farmers  in  adjust- 
ing to  their  individual  credit  needs,  or  as  a 


permanent  part  of  a  flexible  credit  program 
for  the  cooperative.  As  a  means  of  assisting 
farmers,  the  plan  encourages  the  use  of  the 
local  Production  Credit  Association.  Initially 
the  borrower  may  consider  the  PCA  plan  as  a 
substitute  for  open-account  credit  at  the  co- 
operative, but  the  longrun  value  will  be  in  using 
the  PCA  in  planning  a  line  of  credit  for  the  total 
farm  operation.  When  the  PCA  plan  is  used  as 
a  part  of  a  flexible  credit  program  for  the  co- 
operative, the  cooperative  member  can  con- 
sider it  as  one  plan  in  a  wide  choice  of  pro- 
grams, including  cash  purchase,  accommoda- 
tion credit,  the  PCA  plan,  and  other  credit 
sources.  The  major  element  is  that  the  local 
cooperative  establishes  a  credit  policy  that 
ultimately  shifts  the  credit  risk  from  the  co- 
operative's informal  open-account  approach  to 
the  individual  patron.  The  PCA  plan  should  be 
viewed  as  a  transitional  step  in  which  the  credit 
responsibility  is  shifted  to  the  individual  making 
the  purchase.  This  can  be  done  with  open- 
account  credit  when  the  cost  of  credit  sales  is 
properly  identified  through  stipulated  interest 
charges  and  servicing  costs. 


Origin  and  Growth 


The  PCA  Cooperative-Patron  Credit  Plan 
for  making  loans  to  patrons  of  farm  supply 
cooperatives  was  first  established  in  the  St. 
Paul  Farm  Credit  District  in  the  spring  of  1957 
on  a  pilot  basis. 

PCA's  were  already  making  loans  directly 
to  farmers  in  substantial  volume,  and  a  portion 
of  these  funds  were  being  used  by  farmers  to 
pay  for  farm  supplies.  Also,  some  PCA's  had 
made  loans  to  patrons  of  selected  cooperatives 
under  special  arrangements  and  for  special 
purposes,  such  as  financing  bulk  milk  tanks. 

Neither  of  these  approaches  had  eliminated 
the  demand  for  open-account  credit.  It  became 
apparent  that  there  was  a  growing  need  for  a 
program  that  would  provide  credit  to  members 
of  cooperatives  at  the  time  and  place  the  sup- 
plies were  purchased. 


To  find  a  method  to  meet  this  need  for  over- 
the-counter  credit,  the  Federal  Intermediate 
Credit  Bank  (FICB)  of  St.  Paul  made  a  pre- 
liminary study  of  the  problem. 

The  problem  was  discussed  with  officials  of 
the  St.  Paul  Bank  for  Cooperatives.  Meetings 
were  held  with  several  large  supply  coopera- 
tives to  discuss  the  need  for  such  credit,  and 
suitable  methods  for  making  it  available.  As 
a  result  of  this  study,  the  PCA  Cooperative- 
Patron  Credit  Plan  was  developed,  and  the 
FICB  of  St.  Paul  requested  permission  from 
the  Farm  Credit  Administration  to  place  the 
program  in  operation.  In  December  1956,  the 
Federal  Farm  Credit  Board  adopted  a  resolu- 
tion authorizing  the  St.  Paul  District  to  start 
the  program  on  an  experimental  basis,  and  in 
April  1957  some  of  the  PCA's  in  that  district 
began  contracting  to  make  loans  to  members  of 


cooperatives  and  patrons  of  other  farm  supply 
dealers.  During  the  first  year  of  operation, 
approximately  1,000  loans  were  made  for  a 
total  of  about  $1  million. 

The  Farm  Credit  Administration  also  gave 
permission  to  other  Farm  Credit  Districts  to 
establish  the  program.  As  a  result,  the  PCA 
Cooperative-Patron  Credit  Plan  was  also 
placed  in  operation  during  1957  in  the  St.  Louis 
District,  and  in  the  Louisville  and  Omaha 
Districts  in  1958.  Subsequently,  the  program 
was  established  in  one  form  or  another  in  the 
Springfield,  Baltimore,  Wichita,  Spokane,  and 
New  Orleans  Districts. 

At  the  time  the  credit  plan  was  offered  to 
cooperatives  it  was  also  made  available  to  other 
types    of  farm  supply  dealers.   Cooperatives, 


however,  have  been  the  principal  users.  In  1961, 
for  example,  871  cooperatives  were  using  the 
PCA  plan  compared  with  104  other  dealers. 
Comparable  data  for  later  years  are  not  avail- 
able, but  there  is  no  reason  to  believe  that  this 
relationship  has  changed  to  any  marked  degree. 

Growth  of  the  PCA  plan,  which  was  fairly 
rapid  during  its  early  years,  had  begun  to  level 
off  by  1964.  The  number  of  PCA's  making 
farm  supply  loans  increased  from  31  in  1958 
to  160  in  1965.  The  number  of  cooperatives  and 
farm  supply  dealers  participating  in  the  plan 
increased  from  97  in  1958  to  953  in  1965.  The 
number  of  loans  outstanding  expanded  from  925 
in  1958  to  8,836  in  1965;  and  the  amount  of 
loans  outstanding  increased  from  $553,900  in 
1958  to  $11,239,640  by  1965  (table  1). 


Table  1.— PCA  loans  outstanding  to  patrons  of  farm-supply  cooperatives  and  customers 
of  supply  dealers,  United  States,  1958-65 


Year 

Number  of 

PCA's  holding 

loans 

Number  of  cooperatives 

and  dealers  whose 

patrons  have 

loans 

Number  of 
loans 

Amount  of 
loans 

1958 

31 
111 
146 
165 
168 
169 
166 
160 

97 
464 
727 
858 
913 
968 
974 
953 

925 
5,503 
8,320 
9,780 
9,531 
10,513 
9,419 
8,836 

553,900 

1959 

4,097,205 

1960 

6,287,157 

1961 

8,080,904 

1962 

9,035,561 

1963 

11,179,640 

1964 

11,056,993 

1965 

11,239,799 

Description  of  Program 


The  PCA  Cooperative-Patron  Credit  Plan 
provides  a  method  for  making  credit  available 
to  farmers  at  the  stores  where  they  purchase 
production  supplies.  The  basis  for  this  pro- 
gram is  a  written  contract  or  agreement  be- 
tween the  PCA  and  the  local  cooperative.  The 
agreement  specifies  the  methods  to  be  used  in 
making  loans,  collecting  loans,  qualifying 
patrons  for  PCA  membership,  setting  loan 
limits,  and  indicating  the  extent  to  which  the 
cooperative  guarantees  the  loans. 


Under  this  program,  a  farm  supply  co- 
operative is  authorized  to  complete  PCA  loan 
applications  for  patrons  who  purchase  supplies 
on  credit.  These  papers  are  forwarded  to  the 
PCA.  By  guaranteeing  collection  of  these  ac- 
counts, and  by  providing  the  PCA  stock  that 
the  member  must  have  to  qualify  for  PCA 
membership,  the  cooperative  is  able  to  extend 
over-the-counter  credit  without  waiting  for 
PCA  action  on  the  individual  loan  applica- 
tions. 


Overall  Limit 


There  is  a  limit  on  the  total  amount  of 
guaranteed  loans  that  the  PC  A  will  accept  from 
each  cooperative.  In  each  case,  these  limits 
are  established  through  negotiations  between 
the  PCA  and  the  cooperative.  When  the  survey 
was  made,  they  ranged  from  $2,000  to 
$300,000  and  averaged  $37,799  per  cooperative. 
The  difference  in  loan-limit  size  results  from 
such  factors  as  the  size  of  the  cooperative,  the 
financial  condition  of  the  cooperative,  and  the 
credit  needs  of  the  cooperative's  patrons. 


Handling  Small  Loans 


provides  the  qualifying  stock  and  that  is  the 
extent  of  its  obligation. 

For  this  third  type  of  plan  to  operate  satis- 
factorily, close  coordination  between  the  PCA 
and  the  cooperative  is  necessary.  In  actual 
practice,  the  cooperative  manager  eventually 
learns  which  type  of  loans  will  be  accepted  by 
the  PCA  and  which  type  will  be  rejected.  When 
in  doubt,  he  usually  checks  with  the  PC  A  before 
sending  in  the  application.  The  principal  dis- 
advantage of  this  plan  is  that  action  is  slower; 
neither  the  manager  nor  the  patron  can  be  sure 
that  the  application  will  be  approved  until 
notified  by  the  PCA.  Of  course,  if  a  seasonal 
line  of  credit  is  worked  out  well  in  advance  of 
the  seasonal  need,  the  time  element  is  not  a 
serious  handicap. 


The  original  plan  anticipated  that  this  type 
of  over-the-counter  credit  would  be  limited  to 
$300  to  $500  for  each  patron;  that  is,  no  more 
than  this  amount  would  be  outstanding  to  any 
one  patron  at  any  given  time.  In  some  places 
the  limit  has  now  been  raised  to  $1,500,  and  in 
a  few  instances  to  $2,000  per  farmer.  These 
are  sometimes  called  the  small-loan  limits. 

Three  types  of  plans  have  been  developed  and 
placed  in  use.  One  is  the  guarantee  type  plan 
under  which  the  cooperative,  or  supply  dealer, 
guarantees  collection  of  loans  authorized  under 
the  PCA  plan.  Another  is  the  reserve  type  plan 
under  which  the  cooperative,  or  supply  dealer, 
sets  up  a  cash  reserve  against  which  losses  on 
loans  can  be  charged.  In  effect,  of  course,  the 
cooperative  is  guaranteeing  collection  under 
both  types,  but  in  the  latter  case  the  coopera- 
tive's potential  for  losses  is  limited  to  the 
extent  of  the  reserve. 

A  third  type,  now  being  used  in  at  least  one 
State  and  possibly  some  others,  does  not  pro- 
vide for  either  a  guarantee  or  a  reserve.  Under 
this  plan  the  cooperative  completes  the  appli- 
cation forms,  including  a  financial  statement, 
which  are  then  forwarded  to  the  PCA.  The 
PCA  analyzes  and  approves  or  disapproves  the 
loan.  If  the  loan  is  approved,  the  cooperative 


Handling  Larger  Loans 


Loans  above  the  small-loan  limit  are  handled 
in  various  ways.  In  some  cases  borrowers  are 
merely  referred  to  the  PCA  where  they  apply 
for  a  regular  PCA  loan.  In  these  cases  the 
cooperative  does  not  guarantee  the  loan,  nor 
does  it  provide  the  qualifying  stock.  This  prac- 
tice is  used  in  at  least  one  State  and  possibly  a 
few  others. 

Typically,  in  the  large-loan  program  the  co- 
operative accepts  the  application,  including  a 
financial  statement  and  a  note  signed  by  the 
farmer.  The  application  is  then  forwarded  to 
the  PCA  with  the  cooperative's  guarantee  and 
a  promise  to  provide  the  qualifying  stock,  if 
the  loan  is  approved.  The  PCA  upon  receipt  of 
these  papers  analyzes  them  and  may  either  (1) 
accept  the  loan  with  the  cooperative's  guarantee 
as  submitted;  (2)  accept  the  loan  as  a  regular 
PCA  loan  without  any  guarantee  from  the  co- 
operative; or  (3)  reject  the  application  and  not 
make  the  loan  on  any  basis. 

For  these  larger  loans  it  is  generally  ex- 
pected that  advance  arrangement  will  be  made 
for  a  seasonal  line  of  credit  for  each  applicant, 
and  that  these  applications  will  be  acted  upon 


individually  by  the  PCA  loan  committee.  In 
approving  such  applications,  the  PCA  may 
agree  to  forego  any  guarantee  from  the  co- 
operative if  in  its  opinion  the  guarantee  is  not 
needed. 

It  is  the  expressed  desire  of  both  PCA's  and 
the  cooperatives  that  as  many  applicants  as 
possible  be  accepted  as  regular  PCA 
borrowers,  without  any  guarantee  or  qualifying 
stock  provided  by  the  cooperative. 


Under  the  provision  of  the  PCA  program,  the 
cooperative  usually  purchases  a  block  of  PCA 
"A"  (nonvoting)  stock  at  the  beginning  of  the 
season.  When  a  loan  is  made,  a  sufficient 
amount  of  this  stock  is  transferred  to  the  ac- 
count of  the  farmer  obtaining  the  PCA  supply 
loan,  and  is  then  converted  to  "B"  (voting)  stock. 
When  loans  are  repaid,  the  stock  is  reconverted 
to  "A"  stock  and  credited  again  to  the  account  of 
the  cooperative.  Thus,  this  is  a  revolving  fund 
that  can  be  used  over  and  over  again  as  needed. 


Qualifying  Patrons  for 
PCA  Membership 

Patrons  of  a  farm  supply  cooperative  who 
obtain  credit  under  the  PCA  program  must  be- 
come members  of  the  PCA  and  own  PCA  stock 
equal  to  5  percent  of  their  loans.  Arrangements 
for  handling  this  phase  of  the  program  are  part 
of  every  agreement  between  a  PCA  and  a  co- 
operative. 

Under  the  plan,  the  cooperative  usually  pur- 
chases sufficient  PCA  stock  to  support  all  loans 
extended  to  its  patrons.  Usually  this  amounts  to 
5  percent  of  the  outstanding  loans — but  in  at 
least  one  State,  a  10  percent  investment  in  PCA 
stock  is  required. 


It  was  anticipated  when  the  PCA  plan  was 
established  that  the  amount  of  PCA  stock  pur- 
chased by  the  cooperative  could  be  reduced 
after  the  program  had  been  in  operation  for  a 
period.  The  objective  was  to  gradually  shift  the 
responsibility  for  purchase  of  stock  to  the 
borrowing  patrons  in  order  to  place  them  on  a 
basis  more  nearly  like  that  of  regular  PCA 
members.  Some  progress  has  been  made  in 
this  direction,  and  several  PCA's  are  now 
encouraging  applicants  to  purchase  the  stock 
needed  to  support  their  loans.  Some  of  these 
patrons  have  gone  a  step  further  and  have  made 
a  complete  transition  to  regular  PCA  member- 
ship status.  This  is  further  evidence  that  the 
PCA  plan  is  designed  to  shift  patrons  from 
Informal  open-account  credit  to  the  more 
formal  basis. 


Establishing  the  PCA  Plan 


In  most  Farm  Credit  Districts,  the  Federal 
Intermediate  Credit  Bank  has  taken  the  lead  in 
establishing  the  PCA  program  for  financing 
patrons  of  farm  supply  cooperatives.  The 
usual  procedure  has  been  for  officials  of  the 
FICB  to  discuss  the  feasibility  of  the  program 
first  with  officials  of  the  Bank  for  Coopera- 
tives, and  then  with  representatives  of  leading 
cooperatives.  Usually  the  proposed  plan  is 
discussed  with  the  large  statewide  or  regional 
federations  of  cooperatives. 

Where  there  appears  to  be  a  need  for  a 
patron-financing  program  and  where  details  of 
its  operation  can  be  agreed  upon,  the  program 


is  developed  and  submitted  to  the  PCA's  and 
local  cooperatives. 

After  a  program  has  been  agreed  on,  the 
FICB  assumes  the  task  of  explaining  it  to  the 
PCA's.  Regional  meetings  are  usually  held  for 
this  purpose.  In  several  districts  the  FICB 
has  also  prepared  circulars  and  other  printed 
material  that  can  be  used  by  both  PCA's  and 
cooperatives  in  promoting  the  plan. 

Each  of  the  regional  cooperative  federations 
assumes  the  task  of  explaining  the  program  to 
officers  of  its  local  cooperatives  at  special 
meetings.  Field  representatives  of  the  federa- 
tions   also   discuss    the    program    with   local 


cooperative    managers    when   they  visit   co- 
operative offices. 

The  FICB  develops  and  prints  the  necessary 
forms  to  be  used.  These  include  contracts  or 
agreements,  application  forms,  notes  and  ac- 
counting forms,  and  brochures  describing  the 
program. 

Public  announcements  and  publicity  directed 
to  farmers  are  issued  only  after  the  PCA's  and 
farm  supply  cooperatives  have  the  program  in 
operation  on  a  local  basis. 


Local  Procedures 


At  the  local  level,  the  initiative  for  estab- 
lishing a  credit  plan  may  be  taken  by  either  the 
manager  of  the  PC  A  or  the  manager  of  the  co- 
operative. In  the  initial  stages  of  the  program, 
the  managers  of  the  two  associations  ordinarily 
hold  their  discussions  on  an  informal  basis. 
If  these  indicate  a  need  for  the  PCA  plan,  and 
if  operating  procedures  can  be  agreed  upon, 
the  manager  of  the  cooperative  will  next  dis- 
cuss it  with  his  board  of  directors.  Frequently 
the  manager  of  the  PCA  is  invited  to  help  ex- 
plain the  program  to  the  cooperative's  board  of 
directors  and  sometimes  the  boards  of  both  the 
PCA  and  the  cooperative  will  hold  a  joint  meet- 
ing to  discuss  arrangements.  After  both  boards 
of  directors  have  approved  the  program,  the 
subsequent  details  can  be  handled  by  the  man- 
agers of  the  two  associations.  Arrangements 
made  by  the  managers,  however,  are  subject 
to  review  and  approval  by  the  boards  of  di- 
rectors of  the  associations  concerned. 


Publicizing  the  Program 


After  the  PCA  Cooperative- Patron  Credit 
Plan  has  been  established  in  an  area,  it  is 
necessary  to  bring  the  program  to  the  attention 
of  farmers.  Both  the  cooperative  and  the  PCA 
take    steps   to   publicize   the   program.    Fre- 


quently, however,  the  cooperative  will  play  the 
more  important  role  in  this  connection,  since 
it  has  contacts  with  patrons  and  the  opportunity 
to  bring  the  credit  program  to  their  attention. 

A  variety  of  methods  have  been  used  in  pub- 
licizing the  program  on  a  local  basis.  The  co- 
operative, and  sometimes  the  PCA,  frequently 
sends  a  letter  or  circular  announcing  the  pro- 
gram to  cooperative  members.  Announce- 
ments also  may  be  carried  in  the  cooperative's 
membership  paper,  and  the  program  is  dis- 
cussed at  annual  meetings  of  the  cooperative. 
Sales  representatives  of  the  cooperative  dis- 
cuss the  PCA  plan  in  their  day-to-day  contacts 
with  farmers,  and  in  a  few  cases  the  managers 
of  the  PCA  and  the  cooperative  together  have 
visited  farmers  in  the  field,  but  this  method  is 
time-consuming. 

Often  the  PCA  plan  has  been  publicized  by 
radio  and  by  local  newspaper  advertisements 
purchased  by  the  cooperative  or  the  PCA.  It  is 
also  customary  for  supply  cooperatives  to  dis- 
play posters  in  their  salesrooms  together  with 
literature  on  the  program. 


Beginning  Problems 


For  the  most  part,  problems  connected  with 
establishing  the  PCA  plan  on  a  local  basis  have 
not  been  serious.  In  most  cases,  the  local  co- 
operatives have  the  legal  right  to  enter  into  the 
necessary  contracts  and  establish  the  PCA 
plan.  However,  a  few  cooperatives  have  found 
it  necessary  to  change  their  charters  or  by- 
laws. There  is,  therefore,  an  obvious  need  to 
check  the  legal  status  of  the  cooperative  in 
regard  to  such  contracts. 

An  initial  time-consuming  problem  con- 
nected with  the  PCA  plan  is  explaining  it  to 
individual  farmers  to  persuade  them  to  use  the 
program.  The  major  concern  of  patrons  is  that 
they  will  be  paying  interest,  whereas  formerly 
there  may  have  been  no  interest  charged. 

This  problem  involves  not  merely  selling 
the  PCA  plan,  but  changing  the  entire  credit 


policy  of  the  cooperative.  Open-account  credit 
does  increase  a  cooperative's  costs,  and  the 
interest  paid  on  borrowedfunds  can  be  assumed 
to  be  part  of  the  cost  of  extending  open-account 
credit.  Other  costs  are  even  more  important — 
losses  on  unpaid  accounts,  cost  of  collection, 
and  added  accounting  costs  all  contribute  to  the 
cost  of  extending  open-account  credit.  For  ex- 
ample, a  study  of  credit  problems  showed  that 
the  interest  computed  on  the  amount  of  money 
in  open-account  credit  constituted  less  than 
one-third  of  the  total  cost. 

The  cost  of  extending  open-account  credit 
reduces  the  patronage  refunds,  but  more  im- 
portantly, the  use  of  open-account  credit  may 
not  be  uniform  among  patrons.  This  can  cause 
inequitable  treatment;  and  further,  cash  dis- 
counts and  gasoline  tax  refunds  may  be  lost  by 
patrons  who  use  open-account  credit. 

The  PCA  plan  provides  a  convenient  vehicle 
for  adopting  and  enforcing  a  rational  credit 
policy.  If  the  PCA  plan  is  used,  however,  there 
must  be  a  specified  period  for  accommodation 
credit.  The  patron  must  understand  that  once 
this  time  period  is  exceeded,  the  account  will 
be  financed  under  the  PCA  plan  and  moved  to 
the  PCA. 

Managers  of  cooperatives  will  find  that  it  is 
necessary  to  thoroughly  explain  the  various 
aspects  of  the  PCA  Cooperative-Patron  Credit 


Plan  to  cooperative  employees.  These  em- 
ployees are  the  key  to  the  success  of  the  plan. 
They  will  be  taking  loan  applications  from 
farmers,  and  they  will  be  answering  questions 
about  the  program.  It  is  essential  that  they  be 
well-informed,  and  it  may  be  necessary  for  the 
PCA  and  the  cooperative  managers  to  hold  one 
or  more  joint  meetings  with  cooperative  em- 
ployees to  discuss  the  program  before  it  is 
placed  in  operation.  Subsequent  meetings  may 
also  be  needed  from  time  to  time  to  clarify 
specific  points. 

It  will  be  necessary  for  the  PCA  to  instruct 
cooperative  employees  on  how  to  complete 
credit  applications  and  obtain  information  that 
is  sufficient  and  relevant.  The  PCA  should  take 
whatever  time  is  needed  to  discuss  the  meaning 
of  sound  credit  principles  with  them. 

Responsibility  for  promoting  the  use  of  the 
PCA  plan  normally  is  carried  by  the  local  co- 
operative. The  personal  nature  of  extending 
credit,  for  example,  requires  that  the  coopera- 
tive employee  explain  the  program  to  the  pa- 
trons. The  various  methods  used  by  the  coop- 
erative in  its  membership-relations  programs 
are  also  used  to  publicize  the  program.  Some 
cooperatives  would  prefer  to  have  the  local 
PCA  do  more  promotional  work.  PCA  managers 
are  willing  to  discuss  the  PCA  plan  at  general 
membership  meetings,  but  they  do  not  usually 
make  personal  farm  visits  to  members  of  co- 
operatives using  the  plan. 


Operation  of  the  PCA  Plan 


Loans  granted  under  the  PCA  Cooperative- 
Patron  Credit  Plan  are  used  to  finance  pur- 
chases of  almost  all  kinds  of  supplies  sold  to 
farmers  by  cooperatives  and  farm  supply 
dealers.  These  supplies  include  petroleum 
products,  fertilizers,  feeds,  seeds,  and  many 
other  items. 

During  the  first  year  the  program  is  operated 
in  an  area,  loans  tend  to  be  made  in  the  spring 
when  patrons  make  their  first  purchases  for  the 
season.  However,  after  the  program  has  been 


in  operation  for  a  year  or  so,  some  farmers 
establish  their  loans  during  the  winter  months 
to  have  the  necessary  paperwork  completed 
before  the  busy  season  begins.  Both  PCA's  and 
cooperatives  encourage  this. 

PCA  farm  supply  loans  normally  are  repaid 
during  the  latter  part  of  the  year  when  farmers 
receive  income  from  sales  of  products.  This  is 
in  accordance  with  the  policy  of  tailoring  loans 
to  meet  the  needs  and  repayment  ability  of  the 
farmer. 


Making  the  Loans 

Much  of  the  work  of  filling  out  loan  papers 
under  the  program  is  done  by  employees  of  the 
cooperatives  when  the  farmer  comes  in  to  pur- 
chase supplies,  or  by  the  cooperative's  field- 
men  when  they  call  on  the  farmer  at  home. 
Many  PCA's  permit  the  use  of  a  short  applica- 
tion form  for  the  small-loan  program.  Since 
these  small  loans  are  guaranteed  by  the  co- 
operative, the  PCA's  feel  they  do  not  need  to 
obtain  full  credit  information.  In  at  least  one 
State,  the  PCA's  do  not  require  any  financial 
statements  from  borrowers  under  the  small- 
loan  program.  Usually  a  long-form  financial 
statement  is  used  for  loans  which  exceed  the 
limit  set  for  the  small-loan  program. 

Loans  cannot  be  extended  to  all  patrons  of 
cooperatives,  since  some  farmers  do  not  have 
an  adequate  basis  for  obtaining  credit.  There- 
fore, it  is  necessary  for  the  cooperative  to  be 
selective  in  granting  loans.  This  appears  to 
have  been  handled  satisfactorily. 

In  many  cases,  when  a  farmer  obtains  a 
PCA  farm  supply  loan  he  signs  a  note  for  an 
amount  sufficient  to  cover  his  estimated  needs 
for  supplies  during  the  season.  The  cooperative 
then  sells  supplies  to  the  farmer  as  he  needs 
them,  up  to  the  amount  of  the  note.  As  supplies 
are  sold  to  a  farmer,  the  invoices  or  bills  of 
sale  are  allowed  to  accumulate  for  a  week  or 
two  to  be  sent  to  the  PCA.  Upon  receipt  of  the 
invoices,  the  PCA  reimburses  the  cooperative. 
The  farmer's  interest  payments  accrue  on  the 
actual  amount  borrowed,  not  the  entire  amount 
of  the  note. 

In  most  cases,  the  only  security  which  PCA 
requires  in  connection  with  small  farm  supply 
loans  is  the  borrower's  note,  and  a  loan  guar- 
antee by  the  cooperative.  On  larger  loans, 
however,  the  PCA  often  requires  additional 
security  in  the  form  of  a  lien  or  chattel 
mortgage  on  livestock,  farm  equipment,  or  a 
growing  crop. 

Income  received  by  PCA's  from  farm  supply 
loans  is  limited  by  the  rate  of  interest  charged. 


Usually  no  loan-service  fee  is  charged  because 
there  is  no  field  inspection  or  recording  of 
mortgages  involved. 


Collecting  the  Loans 


The  usual  practice  is  for  the  PCA  to  make 
the  collections  on  farm  supply  loans.  The  PCA 
sends  out  notices  when  payments  are  due,  and 
receives  most  of  the  payments.  This  procedure 
gives  PCA  managers  an  opportunity  to  discuss 
PCA  services  with  borrowers  as  they  come  to 
the  office,  and  to  suggest  that  such  borrowers 
consider  using  regular  PCA  loans.  In  cases 
where  borrowers  bring  their  payments  to  the 
cooperative,  payments  are  accepted  and  for- 
warded to  the  PCA. 

In  a  few  places,  the  PCA  plan  specifically 
provides  that  borrowers  make  payments  at  the 
cooperative  office,  since  cooperatives  prefer 
this  procedure. 

Few  difficulties  have  been  experienced  by 
PCA's  in  making  collections  on  farm  supply 
loans.  Some  cooperative  managers  feel  that 
farmers  are  more  prompt  in  making  payments 
on  a  PCA  note  than  on  a  cooperative  open- 
account  loan,  and  it  has  been  the  experience 
of  many  PCAs  that  farm  supply  loans  are 
repaid  more  promptly  than  regular  PCA  loans. 

In  cases  where  repayments  on  supply  loans 
are  slow  or  delinquent,  the  PCA  and  the  co- 
operative frequently  work  together  in  handling 
the  collections.  Sometimes  a  borrower  is 
granted  an  extension  or  renewal.  In  a  few 
instances,  it  has  been  necessary  for  the  PCA 
to  turn  loans  back  to  the  cooperative  under  the 
guarantee  agreement. 

None  of  the  PCA's  interviewed  in  this  study 
had  experienced  losses  on  loans  granted  under 
the  PCA  Cooperative- Patron  loan  program. 
This  favorable  situation  results  in  part  from 
the  fact  that  most  of  the  loans  are  guaranteed, 
and  any  losses  that  have  occurred  on  supply 
loans  have  been  borne  by  the  cooperatives. 
Managers  of  farm  supply  cooperatives  re- 
ported, in  field  interviews,  that  their  losses 


have  been  "negligible."  In  most  cases  potential 
losses  were  eliminated  by  placing  the  loans  on 
a  workout  basis.  Managers  of  the  cooperatives 
also  stated  that  the  losses  were  not  necessarily 
a  result  of  the  PCA  loan  program.  They  ex- 
pected some  losses  from  borrowers  whether 
they  were  carried  on  open-account  or  under 
the  PCA  plan. 


Administrative  Problems 


Differences  in  territories  served  by  PCA's 
and  farm  supply  cooperatives  sometimes 
create  problems  under  the  PCA  loan  program. 
When  a  cooperative  serves  an  area  that  is  in 
more  than  one  PCA  territory,  it  may  be  nec- 
essary for  the  FICB  to  give  permission  to  one 
of  the  PCA's  to  make  and  service  patron  loans 
in  the  territory  of  the  other  PCA. 

Both  PCA  managers  and  supply-cooperative 
managers  reported,  in  field  interviews,  that  a 
better    system    of   communication    is  needed. 


They  indicated  that  the  PCA  plan  would  function 
better,  and  more  loans  would  be  made,  if  the 
managers  of  the  PCA  and  the  cooperative  could 
work  more  closely  together.  Since  each  of  the 
managers  is  occupied  with  other  duties,  there 
sometimes  is  a  tendency  to  neglect  the  PCA 
program.  Information  collected  in  these  field 
interviews  also  indicates  that  more  efficient 
means  are  needed  for  the  managers  of  coopera- 
tives and  PCA's  to  keep  each  other  informed  on 
loan  activity.  Sometimes  the  PCA  manager 
lacks  information  on  the  numbers  and  amounts 
of  loans  being  made  by  the  cooperative,  and  the 
cooperative  manager  has  incomplete  informa- 
tion on  repayments  made  and  balances  out- 
standing. 

It  has  been  the  experience  of  most  PCA's 
and  cooperatives  using  the  program  that  ad- 
justments need  to  be  made  from  time  to  time 
in  loan  limits.  After  the  program  has  been  in 
operation  for  a  time,  it  usually  becomes 
necessary  to  increase  the  limit  placed  on  the 
total  amount  of  loans  extended  to  patrons  of 
the  cooperative.  Also,  the  small-loan  limit 
sometimes  needs  to  be  adjusted. 


Attitudes  of  Cooperative  Managers 


There  was  general  agreement  among  the 
cooperative  managers  interviewed  in  this  study 
that  the  plan  helped  them,  and  they  all  indi- 
cated a  desire  to  have  the  program  continued. 
Some,  however,  thought  the  program  was  not 
quite  meeting  their  original  expectations. 
These  were  managers  of  cooperatives  in  which 
participation  had  been  light,  and  where  accounts 
receivable  were  a  problem.  For  themostpart, 
these  managers  blamed  themselves  and  not  the 
PCA  plan  for  this  lack  of  development,  saying 
that  they  and  their  staffs  had  been  too  busy 
with  other  work  to  devote  enough  time  and 
attention  to  the  program. 

This  response  illustrates  the  fact  that  the 
installation  and  operation  of  the  PCA  plan 
requires  a  considerable  amount  of  time  and 
effort  on  the  part  of  the  manager  and  his  staff. 


This  is  especially  true  if  in  the  past  the  prac- 
tice has  been  to  extend  open-account  credit 
rather  freely.  Farmers,  as  a  general  rule,  do 
not  come  in  voluntarily  to  ask  to  have  their 
credit  transferred  from  open  accounts  on  the 
cooperative's  book  to  interest-bearing  loans 
on  PCA  books  that  require  signing  a  note  and 
filling  a  financial  statement.  The  programs 
must  be  carefully  explained  and  sold  to  each 
member,  either  at  his  farm  or  at  the  store 
when  he  comes  in  to  make  a  purchase. 


Benefits  to  Cooperatives 

Experience  has  shown  that  it  is  not  unusual 
for  local  PCA  credit  programs  to  begin  with  a 


small  number  of  loans  during  the  first  year  or 
two  of  operation  and  then  to  increase  as  people 
become  acquainted  with  the  program. 

When  used  to  its  fullest  extent,  the  PCA 
plan  has  several  advantages  for  cooperatives. 
Managers  of  cooperatives  that  were  using  the 
plan  most  successfully  pointed  out  that  this 
program  offers  a  flexible  finance  service  to 
patrons.  For  example,  a  patron  may  make  pur- 
chases for  cash,  he  may  make  deferred  pay- 
ments during  the  accommodation  period,  or  he 
may  finance  his  purchases  for  a  longer  period 
of  time  under  a  formal  credit  arrangement. 
The  program  enables  supply  cooperatives  to 
offer  farmers  a  sales  package  which  includes 
one-stop,  over-the-counter  credit  service,  and 
thus  provides  an  opportunity  for  a  cooperative 
to  increase  its  volume  of  sales.  Some  managers 
said  that  the  program  attracts  new  patrons  who 
wish  to  make  purchases  under  a  plan  that  pro- 
vides credit  for  longer  periods  than  30  to  60 
days.  Some  supply  cooperatives  report  that 
their  financial  positions  have  benefited  from 
use  of  the  PCA  loan  program.  To  the  extent 
that  its  patrons  use  the  PCA  plan  to  finance 
their  purchases,  a  cooperative's  volume  of  ac- 
counts-receivable is  smaller  than  when  patrons 
do  not  use  the  plan.  As  a  result,  the  coopera- 
tive has  that  much  more  capital  available  to 
use  in  other  phases  of  its  operations. 

Effects  on  Cooperative 
Credit  Policy 

The  PCA  plan  provides  a  convenient  oppor- 
tunity for  a  cooperative  to  review  its  entire 
credit  policy.  It  is  obvious  that  if  the  PCA 
plan  is  to  have  any  reasonable  chance  for  suc- 
cess in  the  cooperative,  it  must  be  considered 
as  a  part  of  the  total  credit  policy.  Problems 
of  open-account  credit  that  may  have  developed 
can  be  solved,  since  an  alternative  source  of 
credit  can  be  offered  to  members.  It  is  an  ideal 
time  to  establish  limits  of  time  and  amount  on 
open-book  credit,  and  to  establish  the  principle 
that  interest  will  be  charged  for  such  credit 
after  a  stipulated  accommodation  period.  The 
PCA  plan  offers  cooperatives  the  opportunity 
to  place  credit  on  a  recognized  formal  basis. 


The  need  for  a  credit  policy  by  cooperatives 
is  the  direct  result  of  the  patrons'  require- 
ments for  credit  beyond  the  normal  accommo- 
dation credit  period,  for  larger  amounts  of 
credit,  and  for  accommodation  of  the  varia- 
tions in  credit  use  by  patrons.  The  growing 
need  for  credit  increases  the  need  for  working 
capital,  and  has  the  further  result  of  increasing 
costs.  On  the  other  hand,  credit  does  provide 
the  vehicle  for  increasing  sales  and  providing 
a  needed  service  for  patrons. 

Farm  supply  cooperatives  reported  that  the 
PCA  plan  provided  a  basis  for  enforcing  credit 
policy.  When  patrons  request  credit  beyond  the 
usual  30-to-60  day  accommodation  period,  the 
cooperative  can  suggest  that  the  patron  finance 
his  purchases  with  a  PCA  loan.  Thus  the  PCA 
loan  program  furnishes  a  method  for  limiting 
the  use  of  open-account  credit. 

Cooperatives  reported  that  collections  are 
better  under  the  PCA  Cooperative-Patron 
Credit  Plan.  Many  patrons  who  can  pay  on  a 
cash  basis  are  more  prompt  in  settling  their 
accounts  when  they  know  that  the  cooperative 
will  require  that  they  finance  their  purchases 
with  PCA  credit  after  the  accommodation 
period  has  expired.  In  addition,  many  of  those 
patrons  who  use  PCA  loans  are  more  prompt 
in  paying  the  PCA  than  they  were  in  paying 
cooperative  open  accounts.  Many  cooperatives 
managers  feel  that  the  PCA  can  do  a  more 
effective  job  of  making  collections  from  patrons 
than  the  cooperative  can. 


Problems  Connected 
With  the  Program 

Cooperatives  may  have  a  problem  in  educat- 
ing farmers  in  the  use  of  the  PCA  program. 
Patrons  who  have  been  in  the  habit  of  using 
open-account  credit  may  resist  a  formal  credit 
program  where  they  are  required  to  provide 
financial  statements,  sign  notes,  and  pay 
interest.  Misunderstanding  may  arise  if  em- 
ployees of  the  cooperative  do  not  effectively 
explain  the  need  for  this.  The  cooperative  em- 
ployees need  instruction  on  how  the  program 
works. 
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Some  cooperative  managers  mentioned  that 
reductions  in  accounts  receivable  resulting 
from  use  of  the  PC  A  program  were  partly 
offset  by  the  need  for  cooperatives  to  invest 
capital  in  PCA  stock.  These  managers  were 
interested  in  ways  to  operate  the  program 
without  requiring  cooperatives  to  purchase 
PCA  stock. 

Managers  of  a  few  cooperatives  suggested 
that  it  is  possible  for  individual  patrons  to  ac- 
cumulate too  much  debt  under  the  PCA  plan: 
some  patrons  may  not  be  able  to  repay  the 
amount  of  debt  permitted  under  the  relatively 
high  loan  limits  being  used  in  some  areas.  In 
cases  where  full  information  is  not  available 
on  a  patron's  total  credit  rating,  the  PCA  and 
the  Cooperative  may  not  be  aware  that  the 
patron  has  over-reached  his  ability  to  pay. 
Where  the  PCA  accepts  loans  under  the  guaran- 
tee without  prior  approval,  a  possibility  exists 
that  neither  the  cooperative  nor  the  PCA  will 
make  a  full  credit  analysis  on  a  case  by  case 
basis.  However,  the  danger  of  over-extending 
credit  is  probably  no  greater  under  the  plan 
than  with  open-account  credit. 


Use  of  the  PCA  Plan 
by  Cooperatives 

While  the  PCA  loan  program  is  available  in 
any  area,  some  cooperatives  make  only  limited 
use  of  the  program  and  others  do  not  use  it  at 
all.  There  are  several  reasons  for  this. 

A  number  of  cooperatives  do  not  use  the  PCA 
program  because  they  do  not  need  it.  For  ex- 
ample, a  dairy  cooperative  which  sells  supplies 
can  arrange  to  have  farmers  pay  for  the  sup- 
plies by  making  deductions  from  milk  checks. 
Some  supply  cooperatives  have  established 
credit  arrangements  with  local  banks.  In  a  few 
cases  cooperatives  are  unable  to  use  the  PCA 
program  because  they  do  not  have  sufficient 
financial  resources  to  qualify.  In  some  in- 
stances a  supply  cooperative  has  not  been  able 
to  work  out  an  acceptable  agreement  with  the 


PCA.  Some  cooperatives  apparently  believe 
their  employees  already  are  fully  occupied  with 
regular  duties  and  do  not  have  time  to  process 
PCA  loan  papers.  Others  may  be  reluctant  to 
guarantee  PCA  loans.  Some  hesitate  to  ask 
patrons  to  give  credit  information. 

In  only  a  few  cases  have  cooperatives  tried 
the  PCA  plan  and  then  discontinued  it.  In  most 
of  these  cases,  rejection  of  the  plan  apparently 
resulted  from  a  lack  of  communication  be- 
tween the  cooperative  and  the  PCA. 

Effects  of  Contingent 
Liability 

Some  cooperatives  hesitate  to  participate  in 
the  PCA  plan  because  of  the  guarantee  feature 
which  creates  a  contingent  liability  making  the 
cooperative  responsible  for  payment  of  the  loan 
in  event  of  default.  While  such  defaults  to  date 
have  been  negligible,  a  serious  business  re- 
cession might  adversely  affect  repayment.  A 
number  of  cooperative  leaders,  including  of- 
ficials of  large  regional  cooperatives  and  some 
officials  of  the  Banks  for  Cooperatives,  have 
expressed  concern  regarding  this  feature  of 
the  program.  This  undoubtedly  has  caused  some 
cooperatives  to  decide  against  participating 
in  the  plan,  and  others  to  use  it  only  sparingly. 

However,  while  some  cooperatives  contacted 
in  field  interviews  expressed  concern  over  the 
contingent  liability,  many  pointed  out  that  a 
cooperative  is  also  liable  for  all  credit  extended 
to  patrons  under  open-account  credit,  and  that 
transferring  patron  credit  from  open  accounts 
to  PCA  loans  does  not  increase  liability. 

Managers  of  cooperatives  indicated  that  they 
worry  about  loans  regardless  of  the  type — 
open  account  or  PCA  loans.  Some  indicated, 
however,  that  they  had  less  concern  about  the 
loans  under  the  PCA  program  because  the 
borrower  had  signed  a  note,  and  also  because 
the  patrons  generally  repaid  these  loans  more 
promptly. 


11 


Attitudes  of  PCA  Managers 


The  PCA's  participating  in  the  PCA  Co- 
operative-Patron Credit  Plan  generally  con- 
sider it  a  successful  and  worthwhile  program. 
While  the  dollar  volume  in  many  instances  has 
been  below  expectations,  none  of  the  PCA's 
interviewed  wanted  to  see  the  program  discon- 
tinued. A  common  attitude  of  PCA  managers 
was  that  the  supply-loan  program  was  paying 
its  own  way,  and  in  most  cases,  bringing  some 
new  business  to  the  PCA's. 

Many  PCA  managers  viewed  the  program 
not  only  as  a  source  of  increased  lending,  but 
also  as  an  aid  in  public  relations.  They  said 
that  the  program  brings  the  PCA  into  contact 
with  patrons  of  cooperatives  and  supply  dealers 
with  whom  they  might  otherwise  have  no  busi- 
ness. As  a  result,  greater  numbers  of  farmers 
become  acquainted  with  the  PCA  program.  Most 
PCA  managers  indicated  that  they  place  a  high 
value  on  this  public  relations  feature  of  the 
program. 


PCA's  can  use  the  supply-loan  program  to 
expand  their  business  in  at  least  two  ways. 
First,  they  can  encourage  farmers  to  use  the 
program;  and  second,  they  can  suggest  to 
farmers  with  supply  loans  that  they  become 
regular  PCA  borrowers  and  obtain  all  of  their 
credit  from  the  PCA.  The  extent  to  which 
supply-loan  borrowers  become  regular  PCA 
borrowers  is  partly  related  to  the  length  of 
time  the  program  has  been  in  operation  in  an 
area.  PCA's  that  have  been  using  the  program 
for  only  a  year  or  two  report  that  only  5  to  10 
percent  of  the  supply-loan  borrowers  have 
become  regular  PCA  borrowers.  PCA's  that 
have  been  using  the  program  for  several  years 
report  that  from  25  to  50  percent  of  the  bor- 
rowers have  become  regular  PCA  members. 
This  is  a  feature  of  the  program  that  both 
the  PCA's  and  the  cooperatives  strongly  sup- 
port. 
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